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Before  discussing  the  future  of  social  security,  it  seems 
to  me  of  considerable  importance  to  say  something  about  its 
past. 

The  roots  of  social  security  are  very  deep.     It  was  in  the 
latter  part  of  the  nineteenth  century  and  early  in  the  twentieth 
that  European  states  began  to  develop  a  new  approach  to  the 
problem  of  poverty.     This  new  approach  was  "social  insurance," 
a  compulsory  government  plan  designed  to  compensate  for  the 
loss  of  earning  power.     It  was  based  cn  the  simple  idea  that 
each  covered  worker  would  be  required  to  pay  a  small  portion  of 
his  earnings  into  an  insurance  fund  with  the  workers'  payments 
supplemented  by  payments  from  employers,  and  in  most  cases,  by 
the  government  as  well.     The  insurance  fund  paid  benefits  to 
contributors  and  their  dependents  when  wages  stopped  or  were 
greatly  reduced  because  of  sickness,  accident,  old-age,  per- 
manent disability,  or  death,  and  later  on  because  of  unemployment. 
Prior  to  this  time  governments  had  frequently  taken  responsi- 
bility for  directly  relieving  the  poor  by  identifying  them 
through  a  test  of  means  and  then  giving  them  assistance,  but  the 
idea  of  preventing  poverty  by  having  workers  and  their  employers 
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participate  in  an  insurance  program  to  compensate  for  the  loss 
of  wages  was  a  social  invention  of  the  nineteenth  century. 

Although  new  in  the  nineteenth  century  as  a  compulsory, 
large-scale  government-operated  system,  social  insurance  grew 
out  of  a  long  tradition  of  people  getting  together  to  help 
themselves.     Formal  benefit  plans,  for  example,  were  established 
by  the  guilds  of  the  Middle  Ages.     These  plans  required  pre- 
determined contributions  from  each  member  while  working  and  paid 
specified  benefits  in  the  event  of  disability  or  death.  Another 
forerunner  of  social  insurance  was  the  customary  fund  found  in 
the  mining  districts  of  Austria  and  other  central  European 
countries,  with  some  funds  dating  back  to  the  sixteenth  century. 
Later,  fraternal  orders  and  friendly  societies  were  organized 
by  the  hundreds  for  the  central  purpose  of  providing  insurance 
protection  for  their  members.     Trade  unions  throughout  the  world 
developed  protection  plans  for  their  membership,  and  commercial 
insurance  covering  some  of  the  same  risks  of  income  loss  became 
widely  available. 

Modern  social  insurance  follows  the  same  basic  principles 
as  its  precursors  in  the  guilds,  the  customary  funds,  and  in 
a  variety  of  other  insurance  mechanisms.     However,  social  insurance 
uses  the  instrument  of  government  to  administer  the  plan  and  to 
make  it  universal  through  legal  compulsion. 

The  tradition  of  social  insurance  is  clear.     It  grew  out  of 
the  efforts  of  workers  to  protect  themselves  and  their  families 
against  the  risks  that  were  likely  to  cause  a  loss  of  earnings. 
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This  self-help  approach  is  in  sharp  contrast  to  relief  and 
assistance.     In  insurance,  the  applicant  demonstrates  that  he 
has  worked  sufficiently  to  be  eligible,  and  then  receives 
payment  from  funds  to  which  he  has  contributed.     In  -relief 
and  assistance  the  applicant  demonstrates  a  lack;  he  proves  that 
he  does  not  have  enough  to  get  along  on.     He  is  then  taken 
care  of  out  of  general  taxes  paid  by  others. 

The  idea  of  social  insurance  against  the  loss  of  wages — 
■income  insurance,"  in  the  apt  phrase  of  Arthur  Larson!/ — has 
had  a  far-reaching  effect  on  human  lives.     It  spread  from 
Europe  across  the  world, until  today  in  every  industrial  country 
there  are  universal,  or  nearly  universal,  systems  collecting 
contributions  from  workers  and  their  employers,  and  paying  out 
benefits  to  partially  make  up  for  the  loss  of  wages  that 
accompanies  old-age,  disability,  illness,  unemployment  or  death. 

On  the  whole,  the  social  insurance  approach  has  worked 
well  because  in  a  wage  economy  it  is  the  right  prescription  for 
a  large  part  of  the  problem  of  economic  insecurity.     Most  people 
in  a  wage  economy  are  dependent  on  income  from  a  ■job.  Thus, 
when  work  income  is  cut  off,  income  insurance  prevents  what 
would  otherwise  be  widespread  poverty  and  insecurity  . 

In  the  United  States,  as  elsewhere,  social  security  has 
meant  greatly  increased  security  for  the  most  vulnerable  groups 
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in  our  population.     In  1935  when  the  American  social  security 
program  was  enacted,  there  were  only  about  6  million  persons, 
less  than  15%  of  those  employed,  who  were  in  jobs  covered  by 
any  sort  of  retirement  system.     About  2  million  government 
employees  were  covered,  plus  around  200,000  non-profit  employees 
(such  as  clergymen,  university  and  college  teachers)  and  perhaps 
3.7  million  workers  in  business  and  industry,  including  railroad 
workers  under  the  government  system  of  railroad  retirement. 

It  took  a  long  time  for  our  social  security  system  to 
become  an  effective  one.     We  were  late  to  start — some  fifty  years 
after  Germany  established  the  first  social  insurance  system — and 
the  retirement  system  features  of  social  insurance ,  like  any 
pension  plan,  mature  slowly.     This  is  true  because  those  already 
retired  when  the  system  starts  are  not  protected.     Thus,  even 
by  1950,  in  the  United  States,  only  about  a  fourth  of  all  older 
people  were  protected  by  social  security,  and  even  by  1960,  only 
slightly  over  70%  had  protection. 

But  today  over  90%  of  the  people  65  and  older  are  eligible 
for  social  security  benefits.     And  95  out  of  100  young  children 
and  their  mothers  are  protected  by  the  life  insurance  features 
of  social  security,  called  survivors'  insurance.     Four  out  of 
5  people  in  the  age  group  21  through  64  have  protection  under 
social  security  against  loss  of  income  due  to  severe  disability. 
Thirty-one  million  people,  1  out  of  7  Americans,  receive  a 
social  security  benefit  each  month. 


The  social  security  system  is  a  group  insurance  and  retire- 
ment system  covering  just  about  the  entire  United  States  popula- 
tion.    The  financial  transactions  of  the  system  are,  therefore, 
very  large.     In  1975  nearly  100  million  workers  will  pay  contribu- 
tions.    Together  with  their  employers  and  the  self-employed  they 
will  pay  in  $66  billion  to  the  cash  social  security  program,  and 
the    31  million  monthly  beneficiaries  will  receive  benefits  of 
an  approximately  equal  amount.     The  $46  billion  trust  funds  for 
the  cash  benefit  program  (there  is  another  $9  billion  in  reserves 
for  hospital  insurance)  earns  interest  of  $2.5  billion.  Administra- 
tive expenses  are  about  1.8%  of  benefits  paid,  amounting  to 
slightly  over  $1  billion. 

Our  social  security  system  has  come  a  very  long  way  in  the 
last' 25  years.     It  is  now  responsible  for  keeping  about  12  million 
Americans  out  of  poverty,  and  is  the  most  important  single  source 
of  income  for  the  great  majority  of  the  beneficiaries.  And 
the  program  today  is  a  program  not  just  for  the  poor,  but  one  in 
which  practically  everyone  has  an  important  stake. 

,Few  people  realize  how  much  of  a  stake.     The  .changes  in  the 
program  in  recent  years — particularly  the  across-the-board  benefit 
increases  beginninc;  in  1968  and  the  automatic  provisions  adopted 
in  1972 — have  greatly  improved  the  program.     From  1968  through 
1975,  the  level  of  benefits  was  about  doubled.     Even  more  important, 
the  program  now  automatically  is  kept  up  to  date  as  wages  and 
prices  rise. 


While  keeping  benefits  up  to  date  with  prices  for  those 
receiving  social  security  benefits,  and  thus  protecting  the 
beneficiaries'  purchasing  power,  the  new  program  does  even  better 
for  those  still  contributing.     For  the  100  million  contributors 
to  social  security,  the  automatic  provisions  provide  increases 
in  protection  which  more  or  less  keep  up  to  date  with  wages,  and 
thus  with  long-run  improvements  in  the  level  of  living  of  active 
workers. 

For  people  who  have  been  working  regularly  under  the  program 
and  who  will  be  retiring  in  the  future,  the  benefit  levels  are 
quite  high  when  measured  by  past  social  security  standards.  For 
example,  in  1980,  a  couple  getting  benefits  based  on  maximum 
covered  earnings  will  receive  about  $10,200  a  year.     Even  if 
benefits  are  based  on  earnings  at  the  federal  minimum  wage,  a 
couple  retiring  at  65  in  1980  will  get  about  $5,300  a  year,  and 
for  the  couple  whose  earnings  had  been  in  the  middle  range, 
payments  would  be  about  $7,940  a  year.     As  a  percentage  of  earnings 
in  the  year  before  retirement,  these  amounts  would  be  51.5%  for 
the  worker  earning  the  maximum  covered  amount,  nearly  70%  for 
the  worker  earning  the  median  wage  for  male  workers,  and  nearly 
85%  for  the  worker  earning  the  federal  minimum  wage. 

As  can  be  seen  from  these  figures,  social  security  very 
substantially  favors  the  lower-wage  worker  in  terms  of  a  percentage 
replacement  of  previous  wage,  even  though  the  higher-paid  get  more 


in  actual  dollars.     Those  with  dependents  are  also  favored  in 
comparison  with  those  who  have  only  themselves  to  support-  The 
single  worker  earning  the  maximum  would,  by  1980,  be  getting 
a  little  over  one-third  of  his  last  year's  earnings  in  benefits, 
the  worker  earning  the  median  wage  for  male  workers  46%,  and  the 
worker  earning  the  federal  minimum  56.5%.     It  is  to  be  borne 
in  mind  that  these  figures  are  for  those  who  work  regularly 
under  the  program  and  do  not  take  benefits  until  age  65.  There 
is  an  actuarial  reduction  for  those  who  draw  benefits  before  65 
amounting  to  as  much  as  20%  at  age  62.     But  the  point  is  that 
the  protection  is  now  very  substantial  and  is  automatically  kept 
up  to  date.  - 

Given  this  level  of  benefits,  what  is  needed  in  the  future 
is  not, so  much, more  general,  across-the-board  benefit  increases 
as  changes  to  improve  the  financing  of  the  program,  to  improve 
the  adequacy  of  benefits  for  single  workers,  and  other  specific 
changes  to  improve  the  equity  and  functioning  of  the  program. 
Benefit  amounts  for  half  or  more  of  the  current  workers  contributing 
to  the  system  are  reasonably  adequate  in  terms  of  the  replacement 
of  past  earnings.    V7hat  we  need  to  do  is  to  provide  full  financing 
for  what  has  already  been  promised  and  to  improve  certain  kinds 
of  protection  under  the  system  for  certain  specified  groups. 

It  may  seem  strange  that  at  the  very  time  social  security 
has  reached  maturity  and  for  the  first  time  is  doing  well  the  job  it 
was  designed  to  do,  probably  more  questions  are  being  raised  about 
it  than  at  any  time  since  the  initial  arguments  over  whether  to 


adopt  such  a  system  at  all.     This  seeming  paradox  may  v/ell  grow 
out  of  the  increased  size  of  the  program,  the  higher  contributions 
required  in  recent  years,  and  the  larger  number  of  people  covered. 
Social  security  is  now  important  enough  for  scholars  to  study, 
for  social  philosophers  and  editorial  writers  to  consider,  and 
for  everyone  to  be  concerned  about.  ^ 

There  seem  to  be  four  major  areas  of  criticism  of  the  program 
as  it  is  today: 

1.  It  is  said  to  be  bankrupt  and  that  it  will  be  unable  to 
pay  off  its  obligations  when  they  fall  due. 

2.  It  is  said  to  be  unfair  because  it  does  not  pay  people 
who  work  full  time  at  good  pay. 

3.  It  is  said  to  be  unfair  to  women  who  work. 

4.  Financing  through  contributions,  which  are  a  flat  percen- 
tage of  earnings  up  to  a  maximum  cut-off  point,  is  said  to  be 
undesirable  because  it  is  regressive.  . 

Let  me  take  up  each  of  these  points  in  turn  and  say  to  what 
extent,  if  any,  I  believe  them  to  be  true  and  how  I  would  modify 
the  system  to  meet  those  points  that  have  validity. 
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Will  the  system  pay  off  its  obligations  as  they  fall  due? 

Certainly,  it  will.     But  some  additional  financing  is  needed. 

When  the  social  security  amendments  providing  for  automatic 
cost-of-living  increases  were  signed  into  law  in  1972,  the  system 
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was  thought  to  be  adequately  financed.     The  1973  Reports  of  the 
Boards  of  Trustees,  issued  shortly  after  these  amendments,  showed 
a  long-range  imbalance  somewhat  larger  than  had  been  expected  at 
the  time  of  the  legislation — an  imbalance  of  one-half  of  1%  of 
covered  social  security  payroll,  or  an  imbalance  of  about  5%  relative 
to  the  cost  of  the  whole  program  over  the  75-year  period  for  which 
social  security  estimates  are  made.     This  relatively  minor  degree 
of • imbalance  was  considered  acceptable  by  the  trustees  considering 
the  major  uncertainties  attached  to  such  long-range  estimates. 

It  now  appears  that  because  of  the  recent  rapid  rate  of  infla- 
tion causing  increases  in  benefits  under  the  automatic  provisions, 
while  at  the  same  time  unemployment  has  caused  a  drop  in  estimated 
revenues,  that  there  will  be  a  need  for  about  10%  more  income  to 
the  system  during  the  next  35  or  4  0  years  than  had  previously  been 
thought  to  be  the  case.     This  additional  income  can  be  raised  by 
increasing  the  maximum  earnings  base  from  the  $16,500  figure  that 
it  is  expected  to  be  in  1977  under  present  law,  to  $24,000  in  that 
year,  and  by  modifying  the  timing  of  contribution  rate  increases  already 
scheduled  in  present  law. 

With  the  benefit  and  contribution  base  raised  to  $24,000  in  1977, 
the  Medicare  hospital  insurance  program  would  be  over-financed  for 
many  years  into  the  future.     It  would  be  possible,  then,  without 
weakening  a  sound  financing  plan  for  Medicare,  to  shift  to  the  cash 
benefit  program  the  small  increase  in  the  Medicare  contribution  rate 
which  is  now  scheduled  to  occur  in  1978.     This  scheduled  increase 
is  0.2%  of  payroll  for  employees,  and  a  like  amount  for  employers. 


In  addition,  the  increase  in  the  contribution  rate  of  1%  for 
the  cash  benefit  program, now  scheduled  for  the  year  2011,  should 
be  made  effective  in  1990  when  the  fund  would  otherwise  start  to 
decline.     This  1%  rate  increase  for  1990  should  be  divided,  with 
0.2%  going  to  the  hospital  insurance  fund  under  Medicare,  and 
0.8%  to  the  cash  benefit  progrcira.     The  cash  benefit  program  would 
then  be  fully  financed  for  the  next  35  to  40  years_  and  this  would 
have  been  accomplished  without  any  increase  in  contribution  rates 
over  those  now  scheduled  and  without  any  additional  sources  of 
revenue.     The  hospital  insurance  program  under  Medicare  would  be 
fully  financed  over  the  25  years  for  which  the  estimates  are  made. 

There  may  also  be  a  financing  problem  after  the  year  2010  or 
2015,  although  this  is,  of  course,  less  certain. 

One  reason  there  could  be  a  problem  in  financing  social  security 
in  the  next  century,  at  least  theoretically,  is  that  under  the 
present  automatic  provisions,  under  some  wage  and  price  assumptions, 
benefit  protection  rises  proportionately  more  than  wages  rise. 

You  have  all  seen  "scare"  stories  over  the  last  year  or  two 
about  the  long-range  financing  deficit  in  social  security.     It  is 
not  generally  brought  out,  however,  that  nearly  half  of  the  predicted 
deficit  arises  because  the  wage  and  price  assumptions  used  in  the 
last  social  security  Trustees'  Report  result  some  50  years  or  so 
from  now  in  the  automatic  formula     producing  benefits  that  for  a 
high  proportion  of  people  are  in  excess  of  the  highest  wages  they 


have  ever  earned.     Quite  obviously,  this  would  never  be  allowed 
to  happen.     Such  a  result  would  be  completely  contrary  to  the  purpose 
of  the  automatic  provisions,  and  Congress  can  be  counted  on  to 
make  a  change  in  the  law  well  before  any  such  situation  could 
develop.  , 

But  it  is  true  that  under  the  wage  and  price  assumptions  used 
such  a  result  is  theoretically  possible  under  present  law.  The 
automatic  provisions  should  be  changed  so  that  it  is  not  possible. 

The  problem  with  the  present  automatic  provision  is  that 
while,  under  some  assximptions ,  benefit  protection  rises  proportionately 
as  wages  rise,  under  other  assumptions  in  the  long  run  the  benefit 
protection  may  rise  less  than  wages  rise,  or  under  other  circumstances- 
as  in  the  Trustees'  Reports — more  than  wages  rise,  depending  on  the 
happenstance  of  how  wages  and  prices  move.     The  automatic  benefit 
provision  should  be  changed  so  that  the  relationship  of  benefits 
at  the  time  of  retirement  to  wages  previously  earned  is  stabilized. 
The  desirable  goal  would  be  to  have  an  automatic  system  which  paid 
benefits  in  the  future,  which  at  the  time  of  retirement  were  the 
same  proportion  of  past  earnings  as  benefits  are  for  those  retiring 
today.     This  means  that  benefit  protection  for  contributors  would 
be  kept  up  to  date  with  increases  in  the  level  of  living  in  the 
community  generally  but  not  allowed  to  exceed  such  increases  without 
specific  legislative  change.     Once  on  the  rolls,  the  purchasing 
power  of  the  benefit  would  be  guaranteed  as  under  present  law. 


Such  a  change  in  the  automatic  provision  is  desirable  in 
any  event,  but  because  of  the  specific  wage  and  price  assumptions 
used  in  recent  cost  estimates,  such  a  change  would  also  have  the 
effect  of  greatly  reducing  the  long-range  actuarial- deficit  shown 
in  the  estimates. 

With  these  two  changes — the  increase  in  the  maximum  earnings 
base  with  the  changes  previously  discussed  in  the  contribution 
schedule,  and  the  change  in  the  automatic  provisions — the  latest 
cost  estimates  would  show  an  actuarial  imbalance  for  the  long  run 
of  2%  of  payroll  rather  than  5.3%  of  payroll  as  in  the  last  Trustees' 
Reports.     The  2%  of  payroll  deficit  would  occur  entirely  after  the 
year  2010,  if  at  all,  and  rests  on  highly  -speculative  assumptions 
about  what  will  occur  many,  many  years  in  the  future  to  fertility 
rates,  mortality  rates,  labor-force  participation  rates  by  older 
people  and  women,  and  about  the  productivity  increases  that  we  may 
expect. 

What  I  would  favor  would  be  to  change  the  social  security  law 
now  to  meet  the  financing  problem  for  the  next  35  to  40  years  and 
to  tie  the  automatic  provisions  directly  to  increases  in  wages.  I 
would  take  something  of  a  wait-and-see  attitude  on  the  question  of 
whether  anything  more  would  be  needed  in  the  very  long  run. 

I  want  to  stress  that  the  two  changes  that  I  am  suggesting  are 
desirable  in  their  own  right,  really  without  regard  to  financing. 

It  is  desirable  to  guarantee  that  benefit  protection  will  rise 
as  wages  rise  but  it  is  not  desirable  to  have  protection  under  social 


security  rise  automatically  at  a  faster  rate  than  wages.     If  such 
improvements  in  the  relative  level  of  benefits  are  desired  they 
should  be  by  specific  congressional  enactment. 

The  increase  in  the  maximum  earnings  base  is  also  desirable 
in  its  ovm  right.     When  wages  were  first  credited  to  social  security 
accounts  in  1937,  the  full  wages  of  97%  of  the  workers  under  the 
program  were  covered.     Today,  only  85%  of  the  workers  have  their 
full  wages  counted.     Raising  the  maximum  to  $24,000  would  go  a  long 
way  toward  restoring  the  original  purpose  of  including  the  full  wages 
of  all  but  the  very  highest  paid. 

With  additional  wages  credited  for  social  security  purposes, 
those  paying  more  would  get  more.     For  example,  a  worker  aged  55 
in  1977  and  retiring  at  65  would  get  a  benefit  about  $100  a  month 
higher  than  he  would  receive  under  present  law.    A  worker  60  in  1977 
and  earning  the  maximum  amount  would  get  about  $50  a  month  more. 

Whether  the  2%  of  payroll  imbalance  that  remains  after  these 
changes  are  made  actually  develops  depends,  most  importantly,  on  the 
size  families  that  Americans  decide  to  have  in  the  future.     If  the 
number  of  children  per  woman  of  childbearing  age  were  to  rise  rapidly 
to  a  rate  of  2.5  as  it  was  from  1967  to  1970,  rather  than  continue 
at  the  lower  rates  of  the  last  few  years,  there  would  be  no  deficit. 
Perhaps  we  should  wait  and  see. 

Should  the  2%  imbalance  actually  develop,  I  would  favor  the 
gradual  introduction  of  a  government  contribution.     In  most  other 


countries,  social  security  is  supported  in  part  by  the  direct  con- 
tributions of  workers,  in  part  by  the  contributions  of  employers, 
and  in  part  by  a  contribution  from  the  government.     Such  a  govern- 
ment contribution  would  be  a  recognition  of  the  social  objectives 
of  the  program  and  the  fact  that  to  carry  out  these  objectives 
lower-paid  workers  and  those  with  dependents  do  not  fully  pay  their 
own  way. 

Is  the  program  unfair  because  it  does  not  pay  benefits  to 
people  who  continue  to  earn  good  wages?  . 

I  don't  think  so. 

■         Social  security  is  a  straight  annuity  at  age  72 — that  is,  the 
benefits  are  payable  upon  attainment  of  age  72  whether  or  not  the 
worker  has  retired,  but  below  this  age  the  concept  is  one  of  insurance 
against  the  loss  of  earned  income  because  of  retirement.  Benefits 
are  paid  to  partially  make  up  for  a  loss,  just  as  in  other  types  of 
insurance, payments  are  made  to  make  up  for  the  loss  of  a  house  that, 
has  been  burned ,  or  a  car  that  has  been  wrecked .     To  change  to  an 
annuity  program  and  pay  social  security  benefits  without  regard  to 
whether  the  individual  had  a  loss  of  earnings  would  cost  about  $5 
billion  a  year,  and  the  additional  benefits  would  go  mostly  to 
people  who  are  working  full  time.     Covered  workers  would  have  to 
pay  a  higher  contribution  rate  of  approximately  0.25%  of  covered 
payroll  with  a  like  amomit  being  paid  by  the  employer. 

How  desirable  is  it  to  have  to  pay  a  higher  contribution  rate 
throughout  one's  v/orking  life  in  order  to  have  income  shoot  up  after 


65  because  an  annuity  is  added  to  one's  regular  work  income?  It 
seems  to  many  that  it  would  be  better  protection  to  put  the  same 
eimount  of  premium  into  providing  higher  benefits  payable  after  one 
had  retired.     Or  it  might  be  better  not  to  increase  thq  contribution 
rate  and  have  the  money  to  spend  when  one  is  younger.     Does  it 
make  any  more  sense  to  pay  a  retirement  benefit  to  someone  who  is 
not  retired  than  it  does  to  pay  a  disability  benefit  to  someone  who 
is  not  disabled?  * 

Various  arguments  are  made  in  favor  of  abolishing  the  retire- 
ment test  and  paying  social  security  benefits  as  a  straight  annuity. 
One  argument  is  that  the  provision  favors  the  person  who  has  a  private 
income  from  savings  and  penalizes  the  low-ihcome  person  who  has  to 
go  out  and  work.     If  you  are  going  to  reduce  social  security  benefits 
because  of  earnings,  the  argument  goes,  you  should  reduce  them 
because  of  income  from  capital  as  well. 

This  is  an  argument  in  favor  of  revamping  social  security 
according  to  relief  or  welfare  principles.     It  would  make  social 
security  much  less  useful  to  the  individual  in  planning  for  his  own 
income  security.     The  way  the  retirement  test  now  operates  allows 
social  security  payments  to  be  used  as  a  base  on  which  people  build 
other  forms  of  retirement  income.     Income  from  savings  is  added 
to  social  security  benefits.     In  the  same  way,  in  the  design  of 
private  pensions,  there  is  an  assumption  that  the  worker  will  receive 
social  security  benefits,  and  the  private  pension  is  planned  as 
supplementation  to  social  security.     If  instead,  private  pensions 


served  to  reduce  social  security  because  they  were  counted  in  an 
income  test,  there  would  be  little  or  no  incentive  to  set  up  such 
plans.     Private  pension  payments  would  result  merely  in  reducing 
the  government's  liability  under  its  system,  and  the"  individual 
would  be  no  better  off.     As  it  is  now,  social  security  supports  the 
efforts  of  the  individual  to  save  on  his  own  and  the  efforts  of 
private  industry  and  trade  unions  to  build  additional  protection 
through  private  pensions. 

Another  argument  is  that  social  security  beneficiaries  should 
be  allowed  to  get  their  benefits  and  earn  whatever  they  can  in 
addition  because  the  benefits  are  too  low.     This  argument  does  not 
hold  water.     Abolishing  the  retirement  test  will  not  help  most 
beneficiaries  because  the  overwhelming  majority  of  them  either 
can't  work  or  can't  get  jobs.     If  the  benefits  are  too  low,  that 
problem  has  to  be  attacked  directly  because  most  beneficiaries 
would  continue  to  be  dependent  just  on  the  benefits  whether  or  not 
there  was  a  test  of  retirement.     As  a  matter  of  fact,  abolishing 
the  test  would  divert  funds  to  people  who  have  regular  and  substantial 
earnings  and  make  it  less  possible  to  have  adequate  social  security 
benefits  for  the  much  larger  number  who  have  to  rely  mor  e    or  less 
exclusively  on  retirement  pay. 

The  issue  to  me  is  whether  the  present  test  strikes  a  reasonable 
balance  between  two  desirable  but  conflicting  goals.     One  goal  is 
to  conserve  social  security  funds  and  keep  down  contribution  rates 
by  limiting  payments  to  people  who  may  be  presumed  to  have  suffered 


a  loss  of  earned  income  because  of  retirement  or  partial  retirement. 
The  money  which  without  a  retirement  test  would  go  to  full-time 
workers  can  go  instead  to  those  who  have  reduced  incomes  because 
they  are  not  working.     The  other  goal  is  to  design  the  system  so 
that  it  interferes  as  little  as  possible  with  incentives  to  perform 
useful  work.     The  sort  of  test  now  in  the  law  may  well  be  about 
as  good  a  one  as  we  can  devise  in  balancing  these  "objectives. 

This  is  not  really  a  harsh  test.     If  a  couple  today  get  social 
security  benefits  of  $350  a  month,  $4,200  for  the  year,  the  wage 
earner  in  the  family  could  earn  $10,000  a  year  and  the  couple 
would  still  get  $400  in  benefits  for  the  year.     It  is  not  on  an 
either/or  basis,  and  the  test  fully  recognizes  the  concept  of 
particil  or  gradual  retirement. 

All  in  all,  ciinsidering  particularly  the  possibility  that 
there  will  be  a  large  relative  increase  in  the  aged  population 
compared  to  those  of  working  age  if  present  fertility  rates  continue, 
it  would  seem  to  me  unwise  to  increase  the  cost  of  the  program  by 
shifting  to  a  system  that  would  pay  benefits  at  a  specified  age 
regardless  of  whether  or  not  one  continues  to  work  regularly  and 
full  time.     It  is  to  be  hoped  that  if  the  predicted  population 
changes  occur,  employers  will  adjust  by  the  offer  of  more  employment 
to  older  workers,  and  there  is  every  reason  to  plan  for  such  adjust- 
ment reducing  social  security  costs.     This  cost  saving  will  not 
occur  unless  some  form  of  retirement  test  is  maintained. 
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Is  the  program  unfair  to  women  who  work? 

It  is  true  that  since  a  married  woman  who  is  not  working  gets 
some  benefit  protection  on  the  basis  of  her  husband's  wage  record, 
she  does  not  get  full  value  for  the  contributions  which  she  pays 
if  she  goes  to  work.     She  is  not  allowed  to  add  together  the  benefits 
derived  as  a  wife  and  the  benefits  derived  as  a  worker.     If  the 
program  is  changed,  as  it  should  be,  so  that  all  the  rights  flowing 
from  a  man's  contributions  also  flow  from  those  of  a  woman  worker, 
the  same  may  be  said  in  the  future  of  men  who  go  to  work.     That  is, 
they  would  be  entitled  as  a  husband  to  certain  benefits  and  would 
^      *      .  not  get  full  value  for  the  additional  contributions  that  they  paid 

if  they  were  to  go  to  work. 

I  it  just  doesn't  make  sense  to  add  together  dependents' 

benefits  and  workers'  benefits  and  pay  them  both.     Such  a  change 
would  greatly  increase  the  cost  of  the  social  security  system  by, 

•  in  fact,  paying  dependents'  benefits  to  people  who  were  not  depen- 
dent but  were  getting  wages  on  their  own.    Another  way  of  meeting 
this  equity  argument  would  be  to  abolish  all  dependents'  benefits — 
wives' , widows ' ,  widowers',  and  husbands'.  Then  benefits  v;ould  flow 
only  to  those  who  directly  contributed.     But  this  would  make  the 
program  much  less  useful  socially.     There  are  some  6  million  elderly 
widows  receiving  social  security  benefits  today  who  are  not  entitled 
to  benefits  based  on  their  own  earnings.     Since  women  live  so  much 

*  ■ 

longer  than  men,  the  payment  of  widows'  benefits  and  the  adequacy 
^  of  widows'  benefits  is  of  very  great  importance  in  meeting  the  problem 

of  continuing  income  in  old  age.  . 
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-19- 

Instead,  I  would  propose  a  modification  of  the  present  system 
that  would  help  meet  both  the  equity  problem  that  has  been  posed 
and  would  improve  the  design  of  the  system  from  the  standpoint  of 
meeting  need  where  it  is  greatest. 

Among  social  security  beneficiaries,  the  worst  off  are  the 
non-married — the  retired  workers  or  elderly  widows  living  alone 
or  with  non-relatives.     Married  aged  beneficiaries  generally  have 
more  income  between  them  than  singles  do  and  are  able  to  live  more 
economically  because  many  of  their  expenses  are  not  much  bigger  for 
two  than  for  one.     Two  million  of  the  elderly  people  who  live  by 
themselves  or  with  unrelated  individuals   (having  only  their  own 
incomes  to  live  on)  have  income  below  the  poverty  line.     This  is 
1  in  3,"  compared  with  only  1  in  11  of  the  elderly  persons  living  in 
families. 

If  social  security  is  to  do  a  better  job  in  contributing  to 
income  security  in  the  later  years,  improvements  need  to  be  made  in 
benefit  levels  for  the  single  retired  worker  and  for  widows.  Under 
present  law,  a  couple  whose  benefits  are  based  on  the  wage  record  of 
just  one  worker  receives  one  and  a  half  times  the  retirement  benefit 
of  that  worker.     A  ratio  of  one  and  a  half  time  the  worker's  benefit 
over-compensates  for  the  living  cost  of  two  people  as  compared  with 
the  single  worker.     A  fairer  rate  for  the  spouse's  benefit  would  be 
one-third  rather  than  one-half.     I  would  propose  that  the  combined 
benefit  for  couples,  when  benefits  are  based  on  a  single  wage  record, 


7 


-20- 


remain  at  today's  level,  but  that  the  spouse's  benefit  be  reduced 
'to  one-third  of  the  retirement  benefit  and  the  worker's  benefit  be 
increased  by  12.5%.     This  change  would  benefit  the  poor  and  the 
-near  poor"  and  would  also  significantly  improve  the  equity,  of  the 
program  by  relating  benefits  more  closely  to  contributions,  particularly 
improving  the  relative  position  of  married  couples  when  both  indxvx- 
duals  work,  as  compared  with  couples  where  only  one  person  works. 
•       This  change  would  also  increase  benefits  for  elderly  widows 

since  the  rate  for  the  widows'  benefits  is  equal  to  the  retirement 

benefit  rate. 

This  proposal  is  e..pensive,  costing  in  the  neighborhood  o£ 
1.5%  of  payroll,  and  it  may  be  necessary  to  acco-plish  the  improve- 
ment  gradually.  .  .  • 

,..„ld  the  present  ....Hod  of  financing  -oclM  security  thrcuc,h 
,  flat  percentage  of  ear.^<n°s  be  changed? 

«  I  indicated  earlier,  social  security  grev  out  of  the  efforts 
of  people  to  help  themselves.     It  seems  to  me  that  proposals  to  finance 
.ocial  security  entirely  from  general  revenues  or  through  some  ..nd 
of  income  tax  surcharge  which  would  completely  e.empt  low-wage  earners 
„e  misguided  and  based  upon  a  failure  to  understand  the  nature  of 
the  program. 

If  the  financing  principles  of  social  security  were  to  be  changed 
so  that  large  nu^ers  of  people  are  paid  benefits  without  contributing. 
While  large  numbers  of  other  people  are  charged  much  more  than  they 


would  have  to  pay  for  obtaining  the  protection  elsewhere,  fundamental 
changes  in  the  benefit  side  of  the  program  are  almost  bound  to 
follow.    Without  a  tie  between  benefit  rights  and  previous  contri- 
butions, questions  would  undoubtedly  arise  about  the  basis  for  paying 
benefits  to  those  who  can  support  themselves  without  the  benefits. 

If  financing  were  related  to  ability  to  pay,  it  is  very  likely 
that  benefits,  in  time,  would  be  related  to  need.     Thus  as  a  result 
of  a  change  in  financing,  we  could  find  that  social  security  had 
been  turned  into  a  welfare  or  negative  income  tax  program  designed 
to  help  only  the  very  poor,  and  that  it  no  longer  was  a  self-help 
program  serving  as  a  base  for  all  Americans  to  use  in  building  family 
security.     The  security  of  future  benefit  payments  is  greatly 
reinforced  by  the  concept  of  a  dedicated  social  security  tax  or 
contribution  paid  by  the  people  who  will  benefit  under  the  system. 
The  moral  obligatioir  of  the  government  to  honor  future  social  security 
claims  is  made  much  stronger  by  the  fact  that  the  covered  workers 
and  their  families  who  will  benefit  from  the  program  made  a  specific 
sacrifice  in  anticipation  of  spcial  security  benefits  in  that  they 
and  their  employers  contributed  to  the  cost  of  the  social  security 
system  and  thus  they  have  a  right  to  expect  a  return  in  the  way  of 
social,  security  protection. 

There  is  a  real  dilemma,  though,  as  far  as  the  low-wage  earner 
is  concerned.     He  may,  in  fact,  be  getting  a  "bargain"  for  his 
social  security  contributions — as  he  does — in  terms  of  long-range 
retirement,  diseibility,  and  survivorship  protection,  but  nevertheless 


questions  can  be  raised  about  a  social  policy  that  forces  him  to 
substantially  reduce  an  already  low  level  of  current  living  in 
order  to  secure  this  protection.    A  possible  solution  to  this  dilenuna 
would  be  to  make  the  earnings  credit  in  the  1975  tax  -bill  permanent 
and  to  broaden  the  credit  to  include  low-income  workers  without 
children.     Under  this  proposal,  low- income  people  would  get  either 
an  income  tax  credit,  or  if  they  do  not  have  to  pay  an  income  tax 
they  would  get  a  positive  payment  offsetting  a  considerable  part  of 
what  they  are  required  to  pay  for  social  security.     Yet  the  provision 
does  not  change  the  social  security  system.     It  is  a  subsidy  to 
low-income  workers  from  general  revenues. 

These  are  my  responses  to  the  major  criticisms  being  made  of  the 
social  security  cash  benefit  program,  and  my  responses  include  the 
major  changes  I  would  make  in  that  program.     But  there  also  needs 
to  be  early  improvement  in  our  national  health  insurance  system  for 
the  elderly  and  the  disabled,  the  Medicare  program.     It  could  be 
quite  awhile  before  the  United  States  has  a  comprehensive  national 
health  insurance  program  in  operation.     It  now  seems  to  me  highly 
unlikely  that  a  comprehensive  program  covering  all  the  population 
could  be  actually  put  into  effect  until  1980  or  later.     I  see  no 
hope  of  comprehensive  legislation  until  after  the  next  Presidential 
election,  and  it  would  take  a  new  Administration  and  Congress  at 
least    three  years  to  complete  passage  of  such  a  law, with  a  two-year 
lead  time  before  the  program  could  actually  be  put  into  effect. 

The  elderly  and  disabled  should  not  be  asked  to  wait  until  1980 


before  we  take  the  necessary  steps  to  improve  Medicare.     In  my 
judgment,  improvement  of  our  national  health  insurance  plan  for  the 
elderly  and  the  disabled,  designed  to  make  it  more  like  what  a 
good  comprehensive  national  health  insurance  plan  should  be — setting 
it  up  as  a  model,  as  it  were — would  help  achieve  a  good  plan  for 
the  whole  population.     Here  is  what  I  think  is  desirable: 

Medicare  has  done  a  great  deal  to  meet  the  costs  of  illness 
in  old  age.     Hospital  costs  for  the  elderly  are  now  largely  taken 
care  of.     The  major  benefit  improvement  needed  in  hospital  insurance 
under  Medicare  is  to  cover  without  coinsurance  the  few  cases  where 
long  hospital  stays  are  required.     There  are  not  many  cases  that 
require  hospitalization  of  more  than  60  days — the  limit  today  that 
is  paid  for  without  coinsurance — but  the  few  cases  there  are  should 
be  protected  and  without  the  patient  having  to  pay  part  of  the  cost. 

Protection  against  the  cost  of  physician  care  covered  under 
the  Supplementary  Medical  Insurance  part  of  Medicare  is  much  less 
satisfactory.     The  retired  person  has  to  pay  a  monthly  premium  for 
this  protection;  there  is  a  $60  annual  deductible  before  any  bills 
are  paid  by  the  plan,  and  there  is  20%  coinsurance.   -Actually,  the 
individual  may  be  called  upon  to  pay  much  more  than  20%  because  a 
physician  who  wants  to  take  a  chance  on  collecting  his  own  bills 
rather  than  being  reimbursed  directly  by  Medicare  is  allowed  to 
charge  the  patient  more  than  the  fee  on  which  Medicare  reimbursement 
is  based.     Under  these  circumstances,  the  plan  pays  the  patient,  not 
the  doctor,  but  the  physician  can  bill  the  patient  any  amount  he 
pleases.     Thus,  many  elderly  people  under  Medicare  are  nov;  paying, 
not  20%  of  their  physician's  bills  after  a  deductible,  but  30% or  40% 


This  procedure  should  be  changed  so  that  Medicare,  like  Blue 
Shield,  would  have  participating  and  non-participating  physicians. 
Participating  physicians  would  be  guaranteed  full  payment  of  the 
"reasonable  charge,"  and  the  plan  would  collect  any  deductibles  and 
coinsurance  from  the  patient.     In  return,  a  participating  physician 
would  agree  to  abide  by  the  reasonable  charge  determination  in  all 
cases. 

Participation  would  be  on  an  all  or  nothing  basis.  Those 
physicians  who  remained  outside  the  plan  would  not  be  allowed,  as 
they  are  today,  to  take  bill  assignments  from  some  patients  and  get 
the  advantage  of  direct  payment  from  the  government  when  bills  are 
large  or  when  the  patients  have  low  incomes ,  and  in  other  situations 
bill  patients  directly  and  charge  more  than  the  Medicare  "reasonable 
charge."     If  they  remained  outside  the  plan  they  would  have  to 
collect  their  bills  in  all  cases. 

The  Social  Security  Administration  would  publicize  which 
physicians  were  participating,  and  which  were  not.    A  patient 
could  depend  on  the  fact  that  by  going  to  a  participating  physician 
he  would  have  to  pay  only  20%  of  the  bill.     If  he  went  to  a  non- 
participating  physician,  he  would  know  ahead  of  time  that  he  might 
have  to  pay  the  physician  more  than  20%  of  the  charge. 

I  would  also  propose  that  the  Supplementary  Medical  Insurance 
program  be  combined  with  hospital  insurance  and  that  the  combined 
protection  be  financed  partly  by  a  contribution    paid  by  the  worker 


and  his  employers  throughout  his  working  career  and  partly  by  a 
government  contribution.     Thus  the  worker  would  have  paid-up 
protection  for  physician  coverage  on  retirement  just  as  he  does 
now  for  hospital  coverage.     This  proposal  was  endorsed  by  the 
1971  Advisory  Council  on  Social  Security.  , 

Medicare  needs  to  be  broadened  to  cover  additional  health 
costs.     Prescription  drugs,  for  example,  are  now  covered  only 
while  an  individual  is  in  a  hospital  or  receiving  covered  care  in 
a  nursing  home.     For  many  elderly  people  with  chronic  illnesses, 
the  regular  drug  bill — $20  or  $30  month  after  month — may  be  a 
very  serious  drain  on  income.     The  cost  of  prescription  drugs  for 
at  least  chronic  illness  should  be  covered  now.  ; 

'i>erhaps  the  most  unsatisfactory  part  of  Medicare  has  been 
the  very  limited  coverage  that  it  provides  for  skilled  nursing 
home  care.     It  would  be  a  big  improvement  if  a  period  of  care  in 
a  nursing  home — perhaps  up  to  30  days  without  co-payment — were 
available  after  hospitalization,  even  if  such  short-term  care  did 
not  clearly  require  the  supervision  of  a  registered  nurse.  Payment 
for  longer  stays — up  to  the  100  days  now  allowed — could  be  based 
on  the  stricter  criteria  now  in  effect.     Such  a  change  would  encourage 
early  transfer  from  a  hospital  to  a  skilled  nursing  home,  and  the 
conditions  of  payment  would  be  more  understandable  than  at  present. 

I  would  like  to  close  with  suggestions  that,  although  closely 
related  to  the  contributory  social  security  program,  are  not 
actually  a  part  of  it.     First,  we  need  greatly  improved  services 


for  the  very  old  and  the  elderly  who  are  chronically  ill,  including 
more  and  better  residential  homes,  nursing  homes,  and  services 
that  help  elderly  people  maintain  their  own  homes  if' they  wish. 

It  is  the  very  old  and  the  chronically  ill  who  are  the  worst 
off  among  the  elderly.     And  the  very  old  are  increasing  more  rapidly 
than  the  younger  aged.     Between  195  0  and  1970  the  number  of  persons 
65  to  75  years  increased  by  50%,  but  the  number  of  persons  75 
or  older  virtually  doubled,  going  from  3.8  million  in  1950  to 
7.6  million  in  1970.     For  the  very  old,  sooner  or  later,  social 
security  and  even  substantial  supplementary  retirement  income  may 
not  be  enough.     And  in  the  United  States  we  have  not  done  a  very 
good  job  on  this  part  of  the  problem  of  aging.     We  will  need  to 
greatly  increase  direct  social  provision  to  help  elderly  people 
maintain  their  own  private  living  arrangements  as  long  as  they  can, 
euid  want  to,  and  also  to  provide  more  and  better  residential  homes 
and  long-term  nursing  homes. 

Secondly,  the  Federal  Government  should  take  responsibility 
for  seeing  that  all  persons  65  or  over  have  the  right  to  a  level 
of  living  equal  at  least  to  the  poverty  level  as  defined  by  the 
Federal  Government.     In  1973  there  were  3.4  million  persons,  65 
or  older — 16%  of  the  20.6  million  living  outside  institutions — who 
were  below  the  official  federal  poverty  line.    And  the  poverty  level 
as  defined  by  the  Federal  Government  is  rock-bottom,  grinding 
poverty.     At  1973  prices,  the  level  for  a  non-farm,  aged  individual, 
living  alone  was  $2,130,  and  for  an  elderly  couple  $2,688.  This 


standard,  brought  up  to  date  for  current  prices,  would  be  $2,630 
for  the  single  individual,  and  $3,320  for  the  couple.  : 

In  spite  of  increases  in  the  level  of  social  security  pay- 
ments and  the  establishment  of  the  federal  program  of  Supplemental 
Security  Income  for  the  needy  aged,  blind,  and  disabled,  it  is 
likely  that  if  we  had  an  up-to-date  count  of  the  elderly  poor 
they  vrauld  still  make  up  16%  or  more  of  the  total  elderly  popula- 
tion.    Rapid  inflation  has  wiped  out  a  large  part  of  the  gains 
that  would  otherwise  have  resulted  from  program  improvements. 

However,  the  Federal  Government  through  Supplemental  Security 
Income  now  has  the  mechanism  which  would  make  it  a  simple  matter 
to  raise  the  one-sixth  of  the  elderly  population  now  below  poverty 
to  at  least  this  level.     State  supplementation  would  still  be 
required  where  living  costs  were  above  average  or  where  a  state 
wished  to  guarantee  a  level  of  living  above  this  bare-bones 
standard,  but  the  Federal  Government  would,  at  least,  have  set 
a  benefit  level  equal  to  its  own  minimum  standard. 

yhe  improved  standard  should  apply,  of  course,  not  just  to 
the  elderly  but  to  the  needy  disabled  and  the  needy  blind.  The 
total  cost  of  this  change  in  the  near  term  would  be  in  the  range 
of  $3  to  $3.5  billion  a  year.     The  cost  would  fall  entirely  on 
the  federal  budget.     Over  time,  very  gradually,  the  proportion  of 
elderly  persons  eligible  for  Supplemental  Security  Income  under 
the  improved  standards  should  decline  since  newly  eligible  social 
security  beneficiaries  will  receive  higher  benefits  than  current 
recipients.  . 
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,.is  year  ve  celebrate  the  fortieth  „niver.ary  of  the  si.nin. 
Of  the  social  security  Act  on  .u,.3t  14.  1935.    During  this 
anniversary  year  the  social  security  program  is  — 
eentratea  attao.  than  at  any  ti»e  since  it  »as  first  • 
Although  .uch  Of  the  criticise  is  unfair  an.  wide  of  the  .ar..  so«e 
is  justifiea.    we         -e  social  security  a  .etter  program. 

^ere  is  no  need  for  supporters  of  the  progra.  to  be  defen- 
sive,   social  security  is  the  .ost  successful  pro,ra.  of  social 
.efor.  in  perhaps  the  entire  history  of  our  nation.     Its  pr.norples 
„e  sound.    The  protection  provided  by  social  security  can,  a  d 
Should  be,  ^de  even  better.    «e  should  be  wor.in,  -"-"^J^^ 

in  the  equity  and  financial  stability 
for  changes  and  improvement  in  the  equi.y 

•v,i«  T-o<5r,^nse  to  the  attacKS 
of  thf  progran..    This  is  the  best  possible  r-sp-nse 

1  being  .ade  on  social  security,    .efs  celebrate  the  fortieth 
.nniversary  of  social  security  and  the  twentieth  — 
the  center  for  the  Study  of  Ming  and  Hu„an  Development  by 
again  beginning  the  process  of  progra.  improvement. 


